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SUBJECT: Conbi ned Reporting/ Top Tier Corporations of Commonly Controlled
G oups/ Regul ated Public Uility G oup

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTSIMPACT REVENUE. A new revenue estimateis provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
X amended April 19, 1999.

FURTHER AMENDMENTS NECESSARY.
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUSANALYSISOF BILL ASAMENDED April 19, 1999, STILL APPLIES.
OTHER - See comments below.

SUWVARY OF BI LL

This bill would allow “top tier” corporate taxpayers to elect to include all the
i ncome and apportionment factors of the nenbers of a designated regul ated public
utility group (as defined) in a conbined report, regardl ess of whether the group
menbers are unitary. Also, this bill would define “unitary business” for a non-
el ecting regulated public utility group as one with business activities show ng
an operational interdependence (as defined), a strong central managenent (as
defined), or a qualified holding conpany rel ationship (as defined).

SUVVARY OF AMENDMENT

The June 27, 2000, anendnents deleted the intent | anguage that stated the intent
of the Legislature both to define the termunitary business and to enact
provisions to allow public utilities to elect to be treated as a unitary

busi ness. The anendnents added | anguage that in fact both defines the term
unitary business and allows public utilities to elect to be treated as a unitary
busi ness. The anendnents effectively elimnated the January 26, 2000, amendnent
and reinstated the bill to the April 19, 1999, version.

Except for the effective date and tax revenue estinmate, the departnment’s anal ysis
of the bill as amended April 19, 1999, still applies. The effective date and tax
revenue estinmate have been revised to reflect the year the bill may be enacted
and are provided below. The departnment’s inplenmentation and technical
considerations and the Board s position are provided bel ow

EFFECTI VE DATE

As a tax levy, this bill would becone effective i medi ately upon enactnent and
woul d apply to income years beginning on or after January 1, 2000.
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| MPLEMENTATI ON CONSI DERATI ONS

This bill would raise the follow ng inplenentation considerations. Departnent
staff is available to assist the author with any necessary anendnents.

?? The operative date | anguage in Section 25102.2 could be interpreted to “freeze”
the relevant |aw as of the effective date of this bill by making unitary cases
(covering taxes for prior years) decided after the enactnent date of this bil
not applicabl e.

?? This bill would appear to allow taxpayers to make an el ection for inconme years
begi nning on or after January 1, 2000. However, the el ection nust be made
before the first day of the designated incone year. As a result, taxpayers
with income years beginning on or after January 1, 2000, but before the date of
enactnment of this bill, would not be able to nake the election until their next
income year, while taxpayers with their incone year 2000 begi nning after the
date of enactnent of this bill would be able to nake the election for their
2000 incone year. |In addition, the departnent would need tine to provide
necessary instructions for making el ections to taxpayers. To provide
consistent treatnent to all taxpayers inpacted by this bill's provisions and to
ease the departnent's administration of the bill, the author may wish to
consi der having the bill becone operative for incone years begi nning on or
after January 1, 2001.

?? This bill would provide for the automatic renewal of an el ection unless the
group did not constitute a designated regulated public utility group for the
| ast 12 nonths of the 84-nonth election period. It is unclear whether this

woul d i npose an affirmative obligation upon the departnent to audit each group
prior to renewal to determine if the group renains a designated regul ated
public utility group.

?? This bill would provide that if an election is termnated or not renewed,
anot her el ection may not be nade for any incone year beginning 60 nonths after
the last day of the election period that was term nated or not renewed. It is

uncl ear when the 60-nonth period begins (the date of the term nation or
nonrenewal , or the end of the original 84-nmonth election period). Further,
this could be read to preclude an election for a period begi nning 60 nont hs
fromthe date of the term nation or nonrenewal

?? 1t is unclear whether the transfer of technical or marketing information, for
det erm ni ng operational interdependence, would nmean the physical transferring
of information or the mere sharing of information.

TECHNI CAL CONSI| DERATI ONS

The follow ng technical anendnents are provided:
?? Anendnent 1 would change a word to its plural form

?? Amendnent 2 woul d correct an operative date. According to the author’s
staff, the date should be January 1, 2000.
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?? Amendnent 3 woul d change an incorrect reference.

?? Anendnent 4 would meke it clear that only business inconme of a single
corporation electing under the provisions of this bill would be subject
to combi nati on.

TAX REVENUE ESTI MATE

Based on data and assunptions discussed below, this bill would result in the
foll ow ng revenue | osses.

Esti mat ed Revenue I npact of SB 304
As Anended 6/ 27/ 2000
[$ In MIIions]

Fi scal Year | npact
2000-01 2001-02 2002- 03 2003- 04 2004- 05
m nor nm nor m nor -$19 -$20
* Mnor reflects a loss |ess than $500, 000.

The bill would be effective with inconme years begi nning on or after
January 1, 2000. This analysis does not consider the possible changes in

enpl oynment, personal inconme, or gross state product that could result fromthis
nmeasur e.

TAX REVENUE DI SCUSSI ON

The revenue inmpact of this bill would be determ ned by the nunber of investor-
owned utility corporations that elect to conmbine with commonly controlled
entities and the resultant reduction in tax liabilities. Audit data were used as
the basis for projecting revenue |osses attributed to utility conpanies likely to
conbine with non-unitary commonly controlled affiliates. In addition, industry
contacts furnished specific information useful for eval uating the ongoi ng revenue
effects of this bill.

The following liability year inmpacts were used to project the timng of cash
flow, fiscal year estimates for the bill:

Incone Year Liability | npact
[$ In MIIions]
2000 2001 2002 2003 2004 2005
-$27 -$28 -$29 - $30 -$30 -$31

The revenue estimate reflects fiscal-year cash flow i npacts beginning in 2003-04
and recogni zes the three-year audit cycle that would normally apply in cases
where the departnment woul d reverse sel f-assessed taxpayer reporting under current
conbi nati on standards.
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BOARD PGSI TI ON

Neut r al

At its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral position on the bill as introduced February 4, 1999, with Menber B
Ti not hy Gage abst ai ni ng.



Anal yst Mari on Mann DeJong
Tel ephone # 845- 6979
Att or ney Patri ck Kusi ak

FRANCHI SE TAX BOARD S
PROPOCSED AMENDIVENTS TO SB 304
As Amended June 27, 2000
AVENDVENT 1

On page 4, line 3, strikeout “provision” and insert:

provi si ons

AMENDMENT 2
On page 6, line 39, strikeout “1999,” and insert:
2000
AMENDMENT 3
On page 7, line 40, strikeout “25101.2,” and insert:
25102. 2,

AVENDMENT 4

On page 15, line 17, following the word “its” insert:

busi ness



